Increase in financial flexibility and create value can be achieved through effective management and working capital efficiency when companies sharply reduce their dependence on external cash and use the existing liquidity for investment and corporate activities more often. Manufacturers can escape from a high rate of working capital by aggressive collecting accounts receivable and delaying payables to suppliers and lowering goods inventory levels. This paper is dealing with the impacts of aggressive working capital approach on the performance of listed companies in Tehran Stock Exchange. To investigate this approach, we tested eight hypotheses. As for this purpose, a total of 106 companies, during the period of 2007 to 2011, were analyzed through a combination of data analysis using Panel Data and Multiple Linear Regression. The results indicate that the aggressive strategy in assets and current liabilities increase return on assets and risk return on assets. The aggressive strategy in assets and current liabilities also increase return on equity and risk return on equity. Findings show the importance of aggressive strategy on firm performance and suggest that these findings can have an impact on decisions of managers and investors.
Introduction
The economic world is changing rapidly. The rapid technological changes consistent with the increase in global competition make the managers more responsible in their activities. One of the main activities is the management decision-making. This decisionmaking issue can be seen in quite every aspect of financial affairs and working capital is no exception to this rule. Working capital management is the optimal combination of working capital items; it means current assets and current liabilities should be in such a way that maximize shareholders wealth.
Managers of profit organizations, in different situations, according to external and internal factors of profit organization and also considering the risk and return should select an appropriate strategy for managing working capital in their units. If current assets and current liabilities management strategy are selected in such an appropriate way in a certain opportunity, then it would provide the best strategy to achieve working capital. Working capital is considered as an important item of assets and enterprises which plays a significant role in financial decisions. Quantitative and qualitative development of business activities is followed by quantitative and qualitative development of financial management realm, and subsequently has sophisticated financial management. Consistent activities of enterprises to a great extend depends on short-term resource management, because operational activities in a normal course, usually annually, is concerned with indentifying working capital and its optimal management, so in this way, the expected results are achieved and the consistent possible activities in long-term is provided (Nikoomaram, Rahnamay Rudposhti, Heybati, 2004 ).
An optimal level of cash holding in order to pay the debt maturities, and seizing the sudden opportunities for investment, which indicates the resilience of the business unit, and access to raw material for production, so that the company could be able to meet costumers demand, indicates the importance of working capital. Any decision which is made in this section by business unit managers would have severe effects on operational efficiency of business units which ultimately leads to shareholders wealth.
Theoretical Foundations
Babaton & Khadijah (2012), in their study they investigated the impact of aggressive working capital on manufacturing companies in Nigeria. This study was based on the data gathered from 10 manufacturing companies in Nigerian Stock Exchange during 2006 to 2010. They tried to check whether there is any correlation between companies' performance (return on assets, return on equity) and working capital aggressive variables (current assets, total assets and current liabilities, total assets). These correlations were assessed using multiple linear regression statistical analysis tools. Manufacturing companies were selected using sampling. The results show that there is a positive correlation coefficient between return on assets, aggressive current assets and aggressive current liabilities, which both have a negative correlation coefficient with return on equity. Thus, when aggressive current assets are used, return on assets will increase and there will be less risk. But higher risk with lower return occurs when aggressive current liabilities are used. They also concluded that aggressive assets and liabilities decrease the return on equity. Therefore, they have a negative correlation in which risks for aggressive current assets would increase and for aggressive current liabilities would decrease.
San & Arok (2009) investigated the relationship between performance levels of working capital and return on total assets of 49 listed companies in Istanbul in 60 financial periods of 3 months between the periods 1993 to 2007. For data analysis they used data panel and data evaluation methods. The results indicate that return on total assets has a significant negative relationship with current ratio and a positive significant relationship with the level of net working capital, and this shows that if a company reduces working capital, return on total assets would increase. These results also confirm that there is a positive relationship between liquidity risk and profitability in higher levels of current liabilities, and confirm the over risk. Also, there is a negative relationship between return on total assets, daily working capital and cash conversion cycle. When the levels of working capital change in a company according to the amount of daily sales, the cash conversion cycle would be shorter and return on total assets would increase. In other part, the relationship between efficiency of working capital management strategy and return on total assets industrials is analyzed. The sample is examined as follows: electronic goods, 6; cement, 16; nutritive, 6; textiles, 7; and chemical, 14. The results of industrials are very similar to the results of companies. There are great similarities between industrials and companies regarding to the relationship between the levels of working capital management and return on total assets. Other results show that there is a negative significant relationship between cashing conversion cycle, the level of net working capital, current ratio, debt collection period, inventory conversion period and return on total assets of all the companies in this study.
Zaryawati, Anwar and Abdul Rahim (2009) investigated the impact of working capital management on the performance of listed companies in 6 industries Karachi Stock Exchange between the periods of 1996 to 2006. Panel data was employed and cash conversion cycle was applied as efficiency criterion of working capital management. The results of least squares regression model show that there is a negative significant relationship between cash conversion cycle and profitability of companies. The results also indicate that reducing cash conversion cycle increases profitability. In order to create value for shareholders, managers should focus on shortening the cash conversion cycle to reach the desired level.
Anand & Prakash gupta (2002), investigated the performance of working capital management during 1991 to 2001. In this study, 427 companies were selected as sample. To evaluate the performance of working capital management in companies, cash conversion cycle, operation cycle workflow and movement of capital criteria were applied. The results indicate that the selected criteria, besides being useful for the assessment of working capital management, help the companies with risk and return analysis.
Afza and Nazir (2008) studied a research titled as "Which Strategy is better in Working Capital Management; Aggressive or Conservative?" to investigate 208 listed companies in Karachi Stock Exchange between the periods of 1998 to 2005. The results show that there is a negative relationship between the amounts of profitability and the aggressive investment in current assets and financing policy. If a company applies aggressive policy, rates of return would be negative. With investigating the impact of aggressive policies of current assets on market profitability criteria, which did not investigate before, the results of this study confirm previous results. The Tobin's Q results as the criterion for accounting and production profitability were often the repetition of previous results. In additions, the Carpenter and Johnson (1989) results confirm that they also concluded that there is a significant relationship between companies' aggressive/ conservative working capital policies, performance and financial risks.
Lazaridis and Tryfonidis (2006), Teruel and Solano (2007) , Ren Chao Wang (2006) investigated the impact of working capital management on profitability and then return on equity. They employed cash conversion cycle to evaluate working capital management and different ratio of profitability such as operating profit, gross operating profit, ratio of return on assets and return on equity, ratio of margin profit and return on investment. The results show that there is a negative significant relationship between cash conversion cycle and making profit, and working capital management has a large impact on company profitability and within this, managers can create value for shareholders, and by shortening the cash conversion cycle profitability would increase.
Talebi (1998), in his doctoral dissertation, studied the evaluation of the current situation of working capital management in Iranian companies. In this study, the methods and measures that Iranian companies are applied for working capital management are studied and analyzed. Environmental factors that affect companies' liquidity have been well recognized, and finally the effectiveness of working capital management on companies' liquidity has been investigated. Statistical methods were employed for sampling procedures among 50 to 60 companies which were selected randomly. The sample was selected among 14 different industrial Exchange, in which this number is determined corresponding to the number of industrial companies in Exchange and their chances and choices. In this method, besides from questionnaires, SPSS and Cronbach's test questionnaire are used. Final conclusion suggests basic necessity of working capital management companies. Ahmad Khoramnejad (2007) analyzed the working capital management of Pharmaceutical Industry of listed companies in Tehran Stock Exchange base on breaking down the financial and operating policies of companies. In this study, the impact of various factors of environmental and internal of companies has been studied on two components, 1) working capital including net cash; and 2) required working capital. This research, providing the model presented "Separation of Financial Policies of Operating Companies", seeks for the fact that one can not determine whether a company's policy is aggressive or conservative. But also, the company's vision towards operational issues can vary. Financing policies may be aggressive, but not for operating policies. According to the results of this research, we can see the dissociation rate policy. Financing policies of medical companies are generally aggressive and their operating policies are conservative. Base on the results of this research, the remaining net cash, that shows companies' financing policies, is at the lowest extent, and also the required working capital, that shows companies' operating policies, is at such a high extent.
Abzari, Samadi and Teymoori (2005) studied the effective factors on risk and return on investments in financial products. In their point of view, company's management can impress the amount of liquidity by employing various strategies concerning working capital. These strategies are determined by their risk and return ratio. Working capital strategies are divided into two main categories, 1) conservative, and 2) aggressive.
Conservative strategy is that the company tries to maintain liquidity by cash holding and marketable securities. The risk for this strategy is low. Because of relatively high liquidity authority allows the company to adequately prepare the inventory and sell on credit. Hence, the risk of losing costumers is very low. On the other hand, the relatively high liquidity allows them to pay the debt maturities on time and not face the risk of bankruptcy. On the other side, a conservative manager tries to minimize the amount of short-term loans in the company's capital structure that the risk of bankruptcy (failure to timely repay loans or renewals thereof) would be greatly reduced.
The manager who uses aggressive strategy always tries to minimize the cash and marketable securities. If the manager acts aggressively, then he would intend to minimize funds invested in inventory. In this situation, the company should accept the risk of timely payment debt maturities. Such a company may not be able to fulfill costumers' orders, and in this respect, it may suffer some disadvantages (since the lack of sales). On the other side, an aggressive manager tries to maximize the level of shortterm loans and to provide its current assets from among these loans. In this case, the risk and the probability that the company could not be able to repay them on time (bankruptcy risk) would increase. Moreover, when the market is faced with a shortage of money and credit, taking short-term loans is not easily possible and their fees will go up.
Salari S. (2010) in a study entitled as "Evaluation of efficiency relationship of working capital management with return on assets" investigated the following hypothesis: Hypothesis 1) there is a direct relationship between working capital and return on total assets; Hypothesis 2) there is a direct relationship between working capital and its profitability. Hypothesis 3) there is a direct relationship between firm size and profitability. Hypothesis 4) there is a direct relationship between firm's liquidity and its profitability. Hypothesis 5) the amount of debt has an inverse relationship with its profitability.
There
There was no significant relationship between firm's size and profitability in 3 industries of automotive, parts manufacturing, chemical on Tehran's Stock Exchange, while it was meaningful for each and every industries.
There was no significant relationship between liabilities and profitability of listed companies in 3 industries of automotive, parts manufacturing, chemical and medical on Tehran's Stock Exchange, and also with the same results in chemical and pharmaceutical industries, while it was meaningful for automotive and parts manufacturing industries.
There was a significant relationship between the amounts of liquidity and profitability of listed companies in 3 industries of automotive, parts manufacturing, chemical and medical on Tehran's Stock Exchange and also with the same results in chemical industry. But it was meaningless in automotive and pharmaceutical industries.
Research Hypothesis
After raising question and preliminary studies about possible answers to raised questions, the following hypothesis are formulated:
1. There is a negative effect between return on assets and the ratio of current assets to total assets. 2. There is a positive significant effect between return on assets and the ratio of current liabilities to total assets. 3. There is a negative significant effect between return on equity and the ratio of current assets to total assets. 4. There is positive significant effect between return on equity and the ratio of current liabilities to total assets. 5. There is a negative significant effect between return on assets risk and the ratio of current assets to total assets.
6. There is positive significant effect between return on assets risk and the ratio of current liabilities to total assets. 7. There is a negative significant effect between return on equity risk and the ratio of current assets to total assets. 8. There is positive significant effect between return on equity risk and the ratio of the current liabilities to total assets.
Research Methods
The object of this research is developmental and it's in the area of descriptiveregression kind of research and the required data will be collected from actual data at Tehran Stock Exchange.
The Population
In order to do this research, the listed companies in Tehran Stock exchange are considered as the population and the statistical sample is selected from these companies. The sample is included companies with the following situations:
1 +e ROAxt = return on assets for x company for the period of t ROExt = return on equity for x company for the period of t CA/TAxt = ratio of current assets to total assets for x company for the period of t CL/TAxt = ratio of current liabilities to total assets for x company for the period of t SDROAx = ROA standard deviation which shows the risk for the x company SDROEx = ROE standard deviation which shows the risk for the x company
a = intercept e = model error
The hypotheses number one and two are applied for model 1. The hypotheses number three and four are applied for model 2.The hypotheses number five and six are applied for model 3. The hypotheses number seven and eight are applied for model 4. Testing Model 1 for the first and second hypothesis First Statistical Hypothesis H0: There is no significant negative effect between return on assets and the ratio of current assets to total assets. H1: There is a significant negative effect between return on assets and the ratio of current assets to total assets. Second Statistical Hypothesis H0: There is no significant positive effect between return on assets and the ratio of current liabilities to total assets. H1: There is a significant positive effect between return on assets and the ratio of current liabilities to total assets.
After selecting the appropriate model for these data we data process them. As you can see in the above table the coefficient determination for R-squared is 0.4843 which is acceptable for integrated models. Also Durbin-Watson stat is 2.05 which show the absence of autocorrelation in error parts or disruption in the model. The Akaike stat is -1.24.
As you can see in the above table, CA/TA and CL/TA variables with the regression coefficients of 0.27 and -0.19 respectively, have direct effect on ROA variable. Therefore, the first and second hypotheses are validated. First hypothesis: there is no significant negative effect between return on assets and the ratio of current assets to total assets. Second hypothesis: there is a positive significant effect between return on assets and the ratio of current liabilities to total assets. Y=0.140-19CA/TA+0.27CL/TA Testing Model 2 for the third and fourth hypothesis Third Statistical Hypothesis H0: there is no negative significant effect between return on equity and the ratio of current assets to total assets. H1: there is a negative significant effect between return on equity and the ratio of current assets to total assets. Fourth Statistical Hypothesis H0: there is no positive significant effect between return on equity and the ratio of current liabilities to total assets. H1: there is a positive significant effect between return on equity and the ratio of current liabilities to total assets.
Multivariate Linear Regression between Variables Table
As you can see in the above table the coefficient determination for R-squared is 0.3456 which is a good value. Also the Durbin-Watson Stat is 1.83 which shows the absence of autocorrelation in error parts or disruption in the model.
As you can see in the above table, CA/TA and CL/TA variables with the regression coefficients of 0.45 and -0.17 respectively, have effect on ROE variable. Therefore, the third and fourth hypotheses are validated. Third Hypothesis: there is a negative significant effect between return on equity and the ratio of current assets to total assets. Fourth Hypothesis: there is a positive significant effect between return on equity and the ratio of current liabilities to total assets. Y=.045-045CA/TA+0.17CL/TA Testing Model 3 for the fifth and sixth hypothesis Fifth Statistical Hypothesis H0: there is no negative significant effect between return on assets risk and the ratio of current assets to total assets. H1: there is a negative significant effect between return on assets risk and the ratio of current assets to total assets. Sixth Statistical Hypothesis H0: there is no positive significant effect between return on assets risk and the ratio of current liabilities to total assets. According to the aforementioned description, the fifth and sixth hypotheses are validated. Fifth Hypothesis: there is a negative significant effect between return on assets risk and the ratio of current assets to total assets. Sixth Hypothesis: there is a positive significant effect between return on assets risk and the ratio of current liabilities to total assets. Y=0.07-0.47CA/TA+0.37CL/TA Testing Model 4 for the seventh and eighth hypothesis Seventh Statistical Hypothesis H0: there is no negative significant effect between return on equity risk and the ratio of current assets to total assets. H1: there is a negative significant effect between return on equity risk and the ratio of current assets to total assets. Eighth Statistical Hypothesis H0: there is no positive significant effect between return on equity risk and the ratio of current liabilities to total assets. H1: there is a positive significant effect between return on equity risk and the ratio of current liabilities to total assets.
Multivariate Linear Regression between Variables According to the aforementioned description, the seventh and eighth hypotheses are validated. Seventh hypothesis: there is a negative significant effect between return on equity risk and the ratio of current assets to total assets. Eighth hypothesis: there is a positive significant effect between return on equity risk and the ratio of current liabilities to total assets. Y=0.311-0.63CA/TA+0.83CL/TA Conclusion The results of this study show the direct impact of working capital aggressive strategies of current assets and liabilities on return on assets and equity, and also show the direct impact of working capital aggressive strategies of current assets and liabilities on return on assets and equity risks. Working capital aggressive strategies of current assets and liabilities increase return on assets and equity and also increase return on assets and equity risks. The results of this study have the same results as Babatond and Khadijah (2012) study. Babatond and Khadijah also came to the same conclusion that when companies apply aggressive current assets and liabilities, return on assets and equity will increase. Also they figured out that aggressive assets and liabilities would increase companies' risks. Also the outcome of this study is consistent with the outcome of Aviar (2009) which investigates the relationship between working capital components and performance, and also this study is in line with AFza and Nazir studies in which they found a positive relationship between companies' return on assets risk and the rate of working capital aggressiveness and investment policies.
Suggestions for Future Research
Researchers who are interested to research in this area are recommended to consider the followings:
1. Effect of other methods of working capital (conservative and moderate) on the performance of the listed companies 2. Comparison of various methods of working capital on the performance of the listed companies 3. Effects of aggressive working capital on firm performance in Powerball 4. Considering that our sample includes 100 companies which are listed in the Exchange, it can be generalized for all the companies on Stock. 5. Studying the impact of aggressive working capital on firm performance of listed companies base on industries
